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THE SECRETARY OF THE TREASURY 

WASHINGTON. D.C. 20220 

September 20, 1983 



UNCLASSIFIED 

(With Confidential Attachment) 


MEMORANDUM FOR THE VICE PRESIDENT 

THE SECRETARY OF STATE 
THE SECRETARY OF DEFENSE 
THE SECRETARY OF AGRICULTURE 
THE SECRETARY OF COMMERCE 

DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET 
^/DIRECTOR OF CENTRAL INTELLIGENCE 
UNITED STATES TRADE REPRESENTATIVE 
ASSISTANT TO THE PRESIDENT FOR 
NATIONAL SECURITY AFFAIRS 
ASSISTANT TO THE PRESIDENT FOR CABINET AFFAIRS 
CHAIRMAN, COUNCIL OF ECONOMIC ADVISORS 
ASSISTANT TO THE PRESIDENT FOR POLICY DEVELOPMENT 

SUBJECT Senior Interdepartmental Group on 

International Economic Policy (SIG-IE?) 


A meeting of the SIG-IEP is scheduled for Friday, 

S’ ; 23, at 3:00 p.m. , in the Indian Treaty Room (Room 

47., Executive Office Building). The agenda is as follows: 

1. Role of U.S. Government Export Credits and Guarantees 
in Response to International Debt Problems, 

2. East-West Econom.ic Relations, and 

3. Export Administration Act. 

An IG paper on agenda topic 1 was circulated on August 10; 
a paper on topic 2 is attached. Background for discussion of 
topic 3 will be an oral report. 

Attendance will be principal, plus one. 



Donald T. Regan 


Attachment 


UNCLASSIFIED 

(With Confidential Attachmend) 
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CON?-IDE NTIAL/EXPI S 


Ongoing East-West Economic 
Study and Work Program 

Over view 

Introd ucti on 

^ package is designed to report on the East-West 
conomic study and work program presently being pursued under 
the mandate of NSDD 66. The overall goal of the program 
eep up the considerable momentum achieved during the fir-t ‘-ix 
^onths after issuance of the KSDD in highlighting ^he lecurUv 

U S^^alliS2^a°H ^^®t-West economic relations and in encouraging 
U.S. allies and partners to take a stronger line in their 
economic relations with the East* ^ tneii 

This overview surveys the entire program and calls nar- 
ticular attention to the interrelationships between various 

segments of the program, while the papers that follow present 
more detail on each major element roiiow present 


Overall Program Ob jectives 

1. To promote development of Western energy resources 

esrecially North Soa naturaj gas, as econoa,ica?ly aiter- 

natives to excessiva Western European dependence on Soviet gaL 

2. Within the context of work on general security of 
nergy supply, strengthen Western energy security against 

possible disruptions in Soviet supplierin partiLlI?! 

4 -w c' assure that such foreign trade as is conducted with 

and Eastern Europe is advantageous to the West 

and does not undermine Western security by helping the Soviet^ 
develop their military capabilities. the Soviets 

"o preferences are accorded in trade 
with the Soviets while working with other countries eventual! v 

o eliminate subsidization of credit in trade among all ^ ^ 

developed countries. cimong an 

5 To continue to monitor closely, and study a varietv of 
East-West economic relations in order to develop 
- bases for common allied, or more broadly Western, ap- ^ 
proaches to these relations in the future. 
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Ongoing East-West Economic 
Study and Work Program 

NATO 


Ob j e ct i V e s 


primary objective is to focus the NATO Economic Com- 
mittee s analytical work on those aspects of East-West economic 
relations Identified in the Committee’s recent study L hav^n^ 

Techno? security implications for the Alliance (high 

technology transfer, energy dependency, financial relation- 
ships) This represents a continuation of our efforts to shift 
the emphasis in the Committee's work away from its traditional 
preoccupations with questions of CMEA development and the out- 
looK for economic reforms in the USSR and'^ Eastern Europe. We 

ensure that, when appropriate, significant 
East Weot economic issues are included on NATO Ministerial 
agendas, with Economic Committee reports available for the 
ministers on these issues. However, since the INF issue can 

dominate discssions at the December ministerial, il 
ould be prudent to postpone ministerial consideration of con- 
tentious economic issues until the Spring 1984 ministerial 


be 

it 


W ork Progra m 

The NATO Economic Committee's work plan for the coming year 
includes Committee meetings, reinforced by national experts^ on 
those particularly significant aspects of East-West economic 
relations identified in the Committee's recent study. The more 
important meetings, which will include an examination of the 
S 0 curity implications of oscli issue, ere: 


— October 


Convertible Currency Balance of Payments of 


the USSR and Eastern Europe 

meeting, national experts will review recent 
trends and short-term prospects of convertible currency 
balance of payments and indebtedness of the USSR and EE 
countries and will weigh the relevant security imnli- 
cations for the Alliance. Our objective for this meet- 
ing is to produce a solid analytical paper which 
bolsters -.he stated position that it is not in the 
Alliance's interest to provide preferential financial 
terms to the Soviet Union. A follow-up meeting is 


CnMPTnPMTTfiT 
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tentatively scheduled for May 1984. If, after the 
October meeting, we consider it appropriate to include 
this issue on the agenda for the Spring ministerial, we 
r.ay want ;o propose a policy-level discussion of the 
issue at the May committee meeting. 

— January : Soviet Industry 

The terms of reference for this study are still under 
discussion, and one of our main goals will be to ensure 
that they turn out as we wish. We have proposed a 
series of studies on the development of key Soviet 
industries, including high technology sectors, which 
contribute significantly to Soviet military capa- 
bilities. Our objective for this study is to evaluate 
the contributions made by Western technology to the 
development of these key industrial sectors and to 
highlight the importance of keeping trade relations 
with tiie Soviet Union consistent y/ith allied security 
concerns. This would support and ' complement our effort 
in COCOM. We envision a long-term study program that 
would involve several meetings and coramittee papers 
over the next tv/o years, with emphasis on important 
high tecl n.ology sectors such as microelectronics and 
telecommuiiications . We intend to provide the committee 
with a paper on the microelectronics industry in the 
Spring. We face difficulties, however, since France is 
willing only to accept a general study of Soviet 
industry, adamantly arguing that high technology issues 
should b'j addressed only in COCOM. We will continue to 
press for acceptance of our prox^osal, but French 
intransigence may inhibit, at least temporarily, mean- 
ingful work on this topic. 

— February : Soviet and East European Energy Production 
and Requirements 

The purpose of this meeting would be to develop a 
common Alliance assessment of Soviet energy prospects 
and policies, including an examination of Alliance 
dependence on Soviet exports. CIA is preparing a 
National Intelligence Estimate (NIE) on Soviet energy 
policies and prospects through the 1990s. The NIE will 
assess the possibilities for Soviet producton, consump- 
tion, and foreign tade for each major form of energy. 

It will examine possible alternative Soviet energy 
policy strategies and consider how different strategies 
might affect Western interests and how V/estern actions 
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jnight affect the choice among energy strategies by tlie 
Soviet Union. A US paper, based on the NIE, will 
provided to NATO as a US contribution to its study. 

Apri l : NATO Economic colloquium. The annual colloquium 
provides an excellent opportunity for us to submit 
papers on, and stimulate discussion of, several key 
issues in support of the inter-governmental efforts we 
are undertaking in both NATO and elsewhere. We are 
pursuing efforts to stimulate the preparations of 
papers on the following topics: Economic Reforms under 
Andropov; 1983 Soviet Economic Performance; Problems, 
and Prospects in Soviet Industry; Soviet Energy 
Prospects and Problems; Resource Allocations: Military 
vs Civilian; Technology: Development, Diffusions, and 
Dependence . 

Policy-level discussion of the Economic Committee studies 
can be scheduled, when appropriate, in either the Economic 
Committee or the North Atlantic Council (NAC). East-West 
economic issues that merit ministerial consideration can be 
included on the December 1983 or Spring 1984 ministerial 
agenda, as appropriate. 
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Ongoing East— West Economic 
Study And Work Program 


COCOM 


Ob jectives 


objectives over the next year 
following four areas: 


for COCOM Fall into the 


List V i ^ ^ T>. • y- . _ t n 0 IT V, ITiQ 1 


1 . 

seveii oi 

of our List Review proposals. Difficulty 
area of robotics and in computers. 


IS expected in 


of 

nder 

the 


^ ^ ^ tion of Licensina a, 

■■binding" end-nsrcorti?iorf2r'®°;, ^^enni ve use of 

countries to encourage a tightening ““Ej "on-COCOM 
practices on cor.nodi^ies 

French to accepf^ the'^Germ 'in nr ^b persuade the 

control list; we will push ^ separate teclmologv 

monitor emerging technol^giL, ^iTetadragJeSd^i to 

we will continue to press for our Principle; and 

so far have met considerable resistance? Proposals, which 

ongo?;g ^-ward with our 

ing fo? translators ??d ?qi?p:e?/??n??uS" tional fund- 

implementation of a weekly courier seiiic?"b4w? PJ^^^^sors); 
the Office of East West Trade- fy pa "4. ^tween Paris and 

from the DOD budget for COCOM'space and“pers??ne?^mprSiemen?s . 


Work Program 


Our initiatives in 
when the Review resumes 
resolved this Pall will 
talks next spring. 


in carried forward 

in Septemoer; contentious issues not 
have to be carried over for additional 
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coinmi?teron"ExpoJt”controirwill the Sub- 
review actions .. 

Point"’f^r’^"^ press our views in this area and 
point for an ongoing process in these areas. 


as a starting 


tions for a January, 1984 meei-iArT i-.. i ^ preparing posi- 
implementing this P^opos^i. "on SL 

items have been folded into the list review prL?sJ‘’?h«° ' 

wora°pr:‘-"?^rsi?it^rteira‘::i« 

and commit the funding of $2 million fr6m Lfense 
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Ongoing East-West Economic 
Study and V/ork Program 


OECD 


Object i ves 

the TrM.Tol 

of the evolution of the ^ economic analysis 

with the USSR ana Eastern 

of developme.'its in this area Onr ■: *- y '7'-“--^^^*^ its review 

sustain the momentum achieved last year ^We hav^^^^ 
raised the visibility of East-West issuL in 

the Ministerial. ^ sustain the momentum provided by 

Tlie importance we attached to the OECD's wert r r. ,, 

a:eeiSpi;,"r:L::„‘^: 

90vern..e„ts ■ understanding ", \\^^l?lnr:'’:,^;^L^rorE'::t^ 

issnes''in KA?S, ' ene^grcSneSprr^'thr^Er i^al 

transfer objectives in toSSS with?? technology 

OECD, we are pursuing the foilowr“g ?bj??tl“?““" 

In the XCSS, we will try to ensure that Fw t- wo^t- • 

t?ar??ej’'LrL‘'i?? po/iuciiii-:?- . 

the ELi??a??a?'w??s with 

integrate Trade and f w^rr^r^^rE^it^Lf . 
to muse permanent an existing ad hoc group of East u ^t 
oral experts and provide for "it to meet ?oi?tlf«t“h ?ts 
counterpart from the Trade Committee. ^ 

In the Trade Committee, we will trv t-n 

iTtlTti ” -ns?Lr‘at??? r:u;p?:“??ed 

orations in individual Ea3t«i iou“??;s AfsS“??Ei 
Committee, we will push for the Con,mi«« to ?. r?? Int U? 

E???!w??rTrad?‘’°?? to investigate the balance of advantages in 

adianta'ges of ELte^rs^It^t^^d^^g^^^^^InlSS/*’^ monopsonistic 
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tached papers survey the broad outlinefof ^hese ^ 

grains. ihe working groups established in MSDD 66 will^he 

^:'’:SndS=: orthr:iS?52! strategies and^'act^L for 

papers. atuaies and negotiations described in these 

usually be pursued ' s?nuUaneoL?y^?rBo?l ?hf .’."oL^forunu “ ^ 

in c5§oSrMfo^ana"E?S/and®irin?e^SertS 

Western sensitivity to th^ ndoi * • ^ increase allied and 

on exports to th^loiL^s^^n^^laiterrH^ 

undesiraW^t^aSr trade practiLs which 

unoesirable trade policy consequences for the West. 

Objective 4 will be i mn1 ^ j -i 

negotiati-^—f^r renewal of Jhi o^rn L ^ through on-going 

Credits, supported ErSilat^ral e«orts Sr/rpa^tTS, f 

tries as needed and by continuing work on Eaa?-west e- 
relations in OECD. ^ La,ot West economic 

implemented in OECD and NATO as reo-v-i 
both improvement of data collection and analysis and tL 
various study programs in the two institutions. 

Successful achievement of our obiectivr'c; wt i i 

coordination among the individual prcgrairto asiurr^nf 

NSDD^ee dL?gStertSrsi2“?ras’'?h'’® «ibtorolng. 

mechanism at the policy level, and the'’5nder^Se??etarro£^St 

?onom?c°reL?“Ss:^ TL^Sn^fJ^Secr^ta^^fir^Ms ^ 

6rCL‘ng%r'L'pf?''„'orMng cJosejrwUh Ss?"?ta?L 
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In the OECD BIS collaborative effort, our goal is to up- 
grade the data that the two organizations collect by consoli- 
(. .‘ting the information and avoiding double counting. Wg wiJl 
lanito.i ..;nd encourage this effort, which is now on track. 

In the Export Credit Arrangement, we will be working to 
. -if fen the terms applicable to category I countries/ and 
eventually to eliminate subsidization of credits or guarantees. 


Work Program 


1. OECD Executive Committee in Special Session (XCSS) 

We have made East-V7est de facto a virtually permiTniiir'fisue of 
discussion at XCSS meetings. We should try to ensure that it 
continues to receive XCSS attention sufficient to give the 
necessary political direction to efforts of the Secretariat and 
committees on a continuing basis. 


2 . Trade Com m i t 
preparation of a s"^ 
East-West trade and 
a better integration 
an integrated analys 
dynamics of East-Wes 
reports should also 
studies of economic, 
individual Eastern c 


tj^ — The Trade Committee oversees the 
i-annual report on current developments in 
firi^nce. Our main goal here is to achieve 
of trade and finance considerations. Such 
is is essential to understanding the^ 
t developments (see also No. 3). Those 
continue to be supplemented with in-depth 
trade, and financial conditions in 
ountr ies . 


3. Committee on Financial M arkets (CFM). — The CFM is 
planning to upgrade its input into the Trade Committee's 
East-West report. An ad hoc sub-group of East-West" financial 
experts will meet in October to get a Secretariat report on 
East-West financial developments v^hich will feed into the Trade 
Committee's effort. This scheme is a possible step toward a 
solution to the problem we have had with integrating trade and 
finance work in the area. Consequently, our goal here is to 
explore with the Secretariat the potential for giving this 
sub-group a more permanent status and expanding its role, for 
example, by having it meet jointly with the trade Committee's 
Working Party on East-West trade. 

4. Balance-of -Ad vantage s — We also want the Trade 
Committee to carry through on the mandate given to it by the 
Ministers to investigate the balance-of-advantages in East-West 
trade, with a view especially to delineating the monopsonist ic 
auvuntages of Eastern state trading companies in dealing with 
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Western firms and the use of countertrade practices by the 

ern countries. We should also continue to push the idea of 
information/early warning system on major pro- 
jects to the East. We will aim at least for an agreed outline 
y spring and a first draft of a report by a year from now. 

5. _Co^ll abor a t i on — The goal of this exercise i- 

collected by the two organi..ations! in 
eliminating double-counting of official and private^ 
comprehensive, integrated debt and^finan- 
cial flow statistics can be obtained. It aj^pears that this 

project IS well on track, but we will continue to monitor’ 
progress on it. 


6.^ Export Credit Arrangement — Our effort in the Arranoe- 
ment snoula be evaluated separately from those (Nos. 1-5) 
concerned with monitoring economic and financial developments 

SSR or other Eastern countries should be singled out for more 

pushed for tighter terms 

to all Catgegory I countries, which coincides with our broader 
A^iciujement goal of reducing credit subsidies. Since the EC 

Chairman's compromise 
(Wallen II ) the current Arrangement provisions have been 
extended _ until October 31, 1983. Witli or without Wallen II 
the considerable improvements we achieved last vear in treat- 
ment or Category I countries will still be retained. We will 
continue to work to stiffen further Category I terms. ' 
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Ongoing East-West Economic 
Study and Work Program 

Energy Requ irements 

5 'cct i ves 


ne follow-up to the Energy Requirements Study places 
particular emphasis on the security of gas supplies to Europe 
and the need to find economical alternatives to Western 
European dependence on Soviet gas. 


Specific objectives include supporting the development 
Norway s Troll gas field, encouraging France and Germany to 
continue their efforts to minimize their reliance on Soviet 
sources of energy, and encouraging Sweden to look to Norway 
^^ther than the USSR fcr its future gas needs. 


of 


Wor k Program 
lEA 


Formal follow-up to the Energy Requirements Study began 
with a meeting of the lEA's Standing Group on Long Term 
Cooperation (SLT) on July 20. The SLT m.eeting went very well 
indicating that European countries will agree to a serious and 
sustained lEA involvement in natural gas security issues. Th 
principal item on the agenda was to agree to a program of wor 
for the lEA Secretariat to follow up on the May Ministerial. 
The SLT approved the Secretariat’s proposed program of work* 
without significant changes. The work xirooram includes exist- 
ing Secretariat projects in the areas of oil, coal, price and 
investmenr. policies as well as the following new work in the 
gas area: 

Use of country reviev.’s to examine indigenous gas 
development opportunities, supply scenarios, and gas 
production and disruption contingency plans. 

-- Preparation by the Secretariat of background papers on 
gas security issues in each lEA member country. 

The Secretariat will give special attention to selected 
gas alternatives, including Troll, North America, North 
and West Africa, the Middle East and Iran. 

The Secretariat will take "particular note" of develop- 
ments which either increase or decrease vulnerability. 
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— The Secretariat will 
trade in natural gas 
of trade barriers. 


look specifically at barriers to 
in the context of a general study 


— The Secretariat will further refine its work on gas 
demand, particularly the effect of alternative price 
scenarios on demand. 


The Secretariat will assist Spain in a new study of a 
Gibraltar gas pipeline, and work on other proi'ct 
feasibility studies. 


To further the Secretariat's work, the SLT agreed that 
countries would be asked to answer additional questions on gas 
as part of the 1983 lEA review of national energy programs 
.yne Secretariat accepted our suggestions for questions to b- 
incluaed in this questionnaire. Our objective is for these 
questions to become a regular part of the annual national' 
energy program reviews conducted by the Secretariat. The 
responses to the questionnaires should help us to identify 
potential changes in the pattern of supply of natural gas at an 
earlier stage than present, allowing time for full discussion 

o the security implications of such changes in a multilateral 
setting. 


V/ith the July 20 meeting, the work program of the SLT is 
off to a good start. The willingness of the members to accept 
the supplementary gas questionnaire is an encouraging sign of 
continued interest in energy security. 


The work of the Secretariat outside of the country review 
process itself will provide other opportunities to discuss gas 
security. The Secretariat will continue to assistSpain in its 
efforts to spark interest in a feasibility study for a possible 
gas pipeline system to bring Nigerian and Algerian gas to 
Europe under the Strait of Gibraltar. We also will suggest 
that the Norwegians make another presentation to lEA members on 
the progress in the development of the Troll field. Finally 
we will want to encourage more discussion of security improve- 
ments which lEA countries can make now, such as constructing 
gas storage facilities for strategic purposes over and above 
the new storage now being added mainly to meet the requirements 
of normal operations. 
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Bilateral 


I-® particularly 

"-acb addi- 

USSR have gone poorly. The between Italy ami ff 

temporarily, relaxed theirDri!! eKportere have, a? leas? 

operates. oommerciality for the blocf u 


Spa 


in ; 


possite gas®p?p?iiae°sis?er?.i‘’b-° '"‘^rest in a 

country. are“^fl°“ P^^^^Pcctlie s?ppj?:? """ 

Which would have to be tahen Practical difficult! or- 

the Spanish pipeline is a ' o consideration. Neverth T 

The Department^^of ELJgy%r«°lW; alternative to So^x't gL"'"'"' 

;r 

revii;7-5rTh^f?^fff;gy’""®jj“‘='’^"i« hoon complete an internal 
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gas sales over the next decade, with the proceeds to be held in 
a trust fund for purchases of Norwegian gas once the Troll 
field is developed. Thus far, neither the Dutch nor the 
Norwegians have accepted this proposition. 

France and Germany ; We v/ill be particularly interested to 
see whether these countries develop serious plans to increase 
gas storage capacity, over and above the storage needed for 
normal commercial operations. Both France and Germany have 
indicated unofficially, but clearly, that they intend to hold 
Soviet supplies to 25-30 percent of gas imports. We will con- 
tinue to support the efforts of these two allies to minimize 
their reliance on Soviet-sourced energy. 

USSR has proposed a pipeline through Finland 
to Sweden to supply Soviet gas to both countries. Finland 
already receives from the USSR all of the small amount (Ibcm 
annually) of gas it uses. Sweden, however, is not a Soviet gas 
customer. Denmark currently supplies Sweden's minimal gas 
needs. ^ We want to encourage the Swedes, perhaps via the 
Norwegians, to look to Norway rather than to the USSR for their 
future gas needs. In this regard, it is noteworthy that the 
Swedish State Power Board is promoting a proposal for a gas 
pipeline from the Tromasa field off northern Norway through 
Sweden to Denmark and Germany. The Swedes envision drawing up 
to 4 bem of gas annually out of the proposed pipeline. 
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